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Bank for International Settlements Annual Report 


According to the 25th Annual Report of the Bank for 
International Settlements, the progress made in Western 
Europe in 1953 and 1954 has demonstrated that, despite 
all the damage caused by the war, Europe still possesses 
considerable resilience and vigor. It is no longer sufficient 
to think merely in terms of a comeback of Europe, for 
the basis is now being laid for an expansion exceeding 
anything previously achieved. Economic developments 
in both Europe and the United States have made a deep 
impression on public opinion, producing psychological 
effects of real importance. 

Europe’s haunting fear of major fluctuations in the 
U.S. economic trend has decreased. The usefulness of 
the automatic stabilizers and of prompt changes of U.S. 
policy, in the monetary and other fields, even during a 
period of declining government expenditure, has been 
clearly apparent. It is also realized that whatever admin- 
istration is in charge in Washington, timely and effective 
action is likely to be taken whenever it is necessary in 
future. 

The first major step away from the bilateralism of the 
immediate postwar period toward a multilateral system 
of payments was taken with the establishment of the 
EPU. The stage is now gradually being approached at 
which the only barrier left will be that between the dollar 
area and the rest of the world. The ground will then 
have been prepared for the dismantling of the remaining 
exchange controls and for the return to a single market 


Europe 
Economic Conditions in Europe 


The winter of 1954-55 is described by the Secretariat 
of the Economic Commission for Europe as a period of 
continued “quantity boom,” with a rather remarkable 
stability of both wholesale and retail prices. The main 
exceptions were tramp freight rates, which increased 
considerably in the late autumn, and the prices of certain 
basic materials, mainly for the investment goods sector. 
On the basis of this price situation, it was surprising that 
toward the end of the winter there should have been 
some concern about a threatening inflation. The fact that 
the U.K. price situation was somewhat less stable than 
that of most other countries may have been one element in 
this situation. Also the intake of new orders, in par- 
ticular in the steel and engineering industries, continued 


exchange rate for each currency. Countries are continu- 
ing their efforts to maintain internal equilibrium by 
applying flexible credit policies, eliminating weaknesses 
in the public finances, and, with the aid of trade liberal- 
ization, bringing their cost and price structure into line 
with that of other countries, and there is now a greater 
unity of approach to these matters than existed, or seemed 
likely, a few years ago. 

As the result of recent experience, ideas on the nature 
of economic problems and the lines of policy appropriate 
to deal with them have undergone a revision in which a 
greater understanding of what was valuable in past 
practices is combined with a proper appreciation of 
present day conditions and the contribution made by mod- 
ern economic theory. There are two main directions in 
which action is still needed. Now that reliance is being 
increasingly placed on monetary measures instead of on 
physical controls, it must be remembered that such meas- 
ures cannot be effective unless steps are also taken to 
maintain or, when necessary, to re-establish order in the 
public finances. And real efforts must be made to remove 
the residue of artificial restrictions and excessive dis- 
parities which still impair international economic rela- 
tions and are at the root of the existing discriminations 
between monetary areas. 

Source: Bank for International Settlements, Twenty-Fifth 
Annual Report, Basle, Switzerland, June 1955. 


so large that shortages of capacity and materials, with 
resulting upward pressure on prices, seemed imminent. 
More important was the general feeling that price 
stability could not last much longer, even in industries 
where capacity utilization was less tight, because the 
improved employment situation and high profits made 
labor less and less inclined to show restraint in wage 
demands. Even where profits were high, there was the 
danger that the sellers’ market would permit employers 
to pass on wage increases to consumers, and with the 
linking together of prices, wages, and in some countries 
agricultural prices, this might start off a cost inflation. 
In most West European countries, export markets for 
industrial manufactures were less buoyant than home 
markets at the end of the winter, and the threat of sub- 
stantial wage increases, leading to price increases, there- 
fore created a fear of loss of markets and balance of 





payments difficulties. There was a fairly widespread 
movement to curb expansion in the early months of 


1955, in addition to the steps already taken in 1954. 
Source: Economic Commission for Europe, Economic 


Bulletin for Europe, Geneva, Switzerland, May 
1955. 


EPU Selflements for May 1955 


The settlement operations of the European Payments 
Union for May 1955 showed a more balanced position: 
total net surpluses or deficits amounted to 81.9 million 
units, compared with 96.8 million units in April (1 unit 
of account = US$1). The largest surplus for May (36.0 
million units) was that of Germany; the United Kingdom 
had the second largest surplus, amounting to 23.1 million 
units, which, however, was considerably smaller than the 
exceptional April surplus of 61.3 million units. Other 
countries that again had surpluses were France (8.2 
million units), the Netherlands (5.4 million units), Greece 
(2.4 million units), and Norway (1.4 million units). 
The Belgian position changed from a deficit of 1.3 mil- 
lion units in April to a surplus of 5.4 million units 
in May. 

Italy’s May deficit of 20.1 million units was smaller 
than the April deficit of 31.0 million units. Switzerland 
had a deficit of 16.8 million units, compared with a deficit 
of 9.9 million units in April. Denmark and Portugal 
opted to settle temporarily in dollars the full amount of 
their deficits of 11.6 million units and 7.6 million units, 
respectively. Other countries with deficits in May were 
Austria (11.8 million), Sweden (7.3 million), Turkey 
(6.1 million), and Iceland (0.5 million). 


Most of the May surpluses and deficits were settled 50 
per cent in gold or dollars and 50 per cent in credit; 
exceptions were those of Denmark, France, Greece, Portu- 
gal, and Turkey, which were settled fully in gold or 
dollars. As a result of the May operations, the Union's 
gold and dollar assets increased by 7.4 million units, to 
416.9 million units. The bilateral amortization payments 
in May totaled 5.0 million units. 

Source: Organization for European Economic Coopera- 
tion, Press Release, Paris, France, June 15, 1955. 


Unseasonal Weakness of Sterling 


The end of the railway strike in Great Britain has failed 
to bring the expected relief to sterling. During the week 
beginning June 20, the spot rate against the U.S. dollar 
weakened further, from $2.7834 to $2.784, and in New 
York on June 27 it was quoted at $2.78%,5. The demand 
for dollars has been partly on commercial. account, and 
there is evidence of substantial and unusually early pay- 
ments for grains. This factor accounts for the weakness 
against the Canadian dollar, where the rate has moved 
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from $2.74%4 to $2.74. Part of the selling of sterling 
has also been due to the running down of foreign-held 
sterling balances, induced by fears that the effect on the 
U.K. balance of payments of the recent strikes will be 
unfavorable and fairly extended, and consequently that 
the rate may decline further. While it is true that the 
repercussions of the strikes on the balance of payments 
will probably coincide with the period of normal seasonal 
pressure on sterling, some cushioning of this pressure 
may be provided by a rebuilding of the sterling balances 
which are being liquidated now. Intervention by the 
authorities in the exchange market appears to have been 
negligible during the past week—a fact which in itself 
is somewhat reassuring. 

While the premium on three months’ forward dollars 
has remained at 11% to 154 cents, there is little evidence of 
a fresh influx of short-term funds to London from over- 
seas. Such foreign capital as has come to London recently 
has been through the purchase of sterling securities, main- 
ly by U.S. investors. This movement has forced up the rate 
for security sterling from $2.77 at the beginning of June 
to about $2.78 on June 22. The rate for security sterling 
is now above that for transferable sterling, which -on 
June 27 was quoted in New York at $2.7634. There has 
been a fairly persistent demand for transferable sterling 
on Middle East account, which has fully kept up with the 
available supply. Consequently, the transferable sterling 
market has recently required little official support, and 
some reports suggest that the Exchange Equalization 
Account has on occasion been a seller of transferable 
sterling against U.S. dollars. 

Sources: The Economist, London, England, June 25, 
1955; The Journal of Commerce, New York, 
N. Y., June 28, 1955. 


U.K. Monetary Policy 
The U.K. Chancellor of the Exchequer, addressing the 


House of Commons during a debate on the Government’s 
economic program, emphasized that the strikes have made 
it more important than ever to continue a restrictive 
monetary policy and to ensure its full effectiveness. He 
was unwilling to give a definite estimate of the effect 
of restrictions upon hire purchase, but suggested that 
between the extremes of furniture, which had been affected 
quite severely, and motorcars, sales of which are still 
rising rapidly, there is considerable evidence that the 
upward movement is being checked. While he stated that 
he was not yet satisfied with the trend of bank advances, 
he appeared, according to the Economist, to expect that 
in the coming months the effects of the measures of Febru- 
ary 24 would be more evident than they have been to 
date, apparently accepting the explanation of the banks 
that the expansion of advances in February-April was 
due largely to the utilization of credit lines sanctioned 
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earlier, while the total volume of advances had been 
swollen by the absence of repayments following the in- 
activity of the new issue market. In the view of the 
Economist, the banks have been following a stiffer policy 
since February in granting new credit limits and, as the 
scope for sales of government securities is greatly dimin- 
ished, they are now faced with ihe need to apply this 
stiffer policy more generally. For both these reasons, the 
rising curve of bank advances may soon flatten out. But 
the process of extending the credit squeeze is proving 
difficult for, while the larger borrowers who have been 
most affected so far can be made to understand the 
pressures on the banks, the smaller borrowers cannot so 
easily be made aware of the need for restraint in present 
conditions of prevailing optimism and very full employ- 
ment. 


Source: The Economist, London, England, June 25, 1955. 


French Occupational Census 


Preliminary data on the French occupational structure, 
as derived from the 1954 census, show that, out of an 
“active population” of 19,219,000 persons in France, 
there are 6,453,000 manual workers, 3,984,000 farmers 
(plus 1,153,000 agricultural workers), 2,300,000 entre- 
preneurs (including “artisans” ) , 557,000 employed in so- 
called liberal professions or considered as senior em- 
ployees, 1,144,000 intermediate employees, and 2,081,000 
“white-collar” workers. In addition, 1,007,000 persons 
are classified as salaried in the “services” sector, and 
526,000 are classified in “miscellaneous” categories, in- 
cluding the army, the police, the clergy, and the arts. 
(The total population is 42,940,000 persons, including 
1,564,000 foreign residents. ) 

Among the 2,300,000 entrepreneurs, 1,424,000 are shop 
owners (of whom 1,274,000 employ less than two persons 
each) and 737,000 are artisans. Industrial entrepreneurs 
total 85,000. The most important groups in terms of 
workers are building and public works (1,360,000) and 
textiles and clothing (1,090,000). 

The census suggests that there were about 330,700 
persons unemployed in 1954 (or four to five times the 
official figure of “unemployed receiving relief”). The 
ratio of unemployed to active population was highest in 
the white-collar group, i.e., 4.65 per cent; the average 
ratio for the other groups was 2 or 3 per cent. 

Source: Le Monde, Paris, France, May 29, 1955. 


Norwegian Economic Situaiion 


Production in Norway’s manufacturing industries dur- 
ing the first four months of this year was 3.5 per cent 
higher than in the corresponding months of 1954. In- 
vestments in the first quarter were slightly higher than 


last year, although the Government’s economic program 
for 1955 calls for a reduction of investments. 

The Government’s original forecast of a deficit of 
NKr 550 million (US$77 million) for the goods and 
services balance in 1955 has been revised, the new esti- 
mate being substantially higher. The goods and services 
deficit for the first quarter of 1955 was about NKr 380 
million; NKr 166 million was coyered by net borrowings 
on new ships, NKr 71 million by drawings on EPU, and 
about NKr 71 million by a reduction of foreign exchange 
reserves. Furthermore, importers obtained substantial 
short-term foreign credits. 

In the second quarter of 1955 the payments situation 
eased. For the first time in many months, Norway had 
an EPU surplus in both April and May. 

Exports, excluding ships, in the first five months were 
11 per cent higher than in the first five months of 1954. 
Freight earnings also were larger than last year. However, 
the increase in foreign exchange earnings was more than 
offset by a 14 per cent expansion in imports. The greater 
part of the increase in imports was due to larger volume. 
When compared with the same months last year, the 
increases in imports in April and May were substantially 
less than those in the first three months. 

There has been a marked tightening of the Norwegian 
money market. As a result of budget operations, new 
government bond issues, operations of the state banks, and 
the sale of foreign exchange by the Bank of Norway, 
liquidity was reduced by NKr 500 million, net, in the 
period from January 1 to June 7, 1955. However, part 
of this contraction is seasonal. In spite of the tightening 
of the money market, credits of private banks continued 
to expand, while their holdings of government and 
government-guaranteed bonds were reduced, during the 
year ended May 1. 

In commenting on developments, the Prime Minister 
stressed that, while the balance of payments deficit gives 
reason for concern, it does not mean that Norway is 
facing a foreign exchange crisis. Both official long-term 
foreign borrowing and private foreign borrowing on 
ships have been larger than originally estimated. The 
Government does not plan any new quantitative restric- 
tions on imports, because such measures would not solve 
the balance of payments problem; instead, efforts will be 
concentrated on reducing total demand. It is hoped that 
balance of payments developments in the second half of 
1955 will give reason to believe that the goods and 
services deficit in 1956 may be less than NKr 500 million. 

The Prime Minister stressed that there is no need for 
new drastic measures; however, it might be necessary to 
supplement some of the measures taken earlier this year. 
In this connection, the Government will reintrod:ce quotas 
for the number of new dwellings that the local authorities 
may approve. In view of the continued upward pressure 
on the cost of living index, the Government believes that 





the pressure should ease when the measures to reduce 

general activity become effective. The establishment of a 

new government department for wages and prices may be 

regarded as a sign that the Government will follow an 

active price policy. 

Source: Norges Handels og Sj@fartstidende, Oslo, Nor- 
way, June 20, 1955. 


Finnisi: Index-Tied Deposits 


The public in Finland has shown slight interest in the 
special accounts tied to the cost of living index, which 
the joint committee of the credit institutions had recom- 
mended should be introduced as of May 2 (see this News 
Survey, Vol. VII, p. 328). The index clause is not of 
great importance at present. Although for each 2 per 
cent rise in the cost of living index the deposits are in- 
creased correspondingly, the accounts will not be credited 
with the first 2 per cent until the cost of living index 
rises to 106 (October 1951 = 100); in April of this year 
the index was 99. Therefore, index-tied deposits are not 
particularly attractive because they carry interest of 454 
per cent while regular deposits carry 6 per cent; further- 
more, the latter are exempt from government taxes and 
the former are not. 


The index-tied deposits have not gained the unanimous 
approval of the credit institutions. One of the largest 
savings banks has declared that it will not introduce 
them; instead, it will raise the interest rate on deposits 
from 5534 per cent to 64% per cent. This decision broke 
the credit institutions’ interest rate agreement, and it 
was feared that it would lead to a competitive rise in in- 
terest rates among them. However, they agreed on an 
average increase of about '% per cent for interest rates 
on deposits, while the lending rates were reduced (see 
this News Survey, Vol. VII, p. 391). 

Source: Bank of Finland, Monthly Bulletin, Helsinki, 
Finland, June 1955. 


Italian Bond Issues in Switzerland 


It is expected that, in the near future, the Istituto 
Mobiliare Italiano will offer on the Swiss market a 
Sw F 50 million, 41% per cent bond issue. In July, the 


Milan stores, “La Rinascente,” are expected to place a 
Sw F 10 million bond issue; and Societa Pirelli is cur- 
rently negotiating for the issue of bonds amounting to 
Sw F 50 million. Negotiations for a loan of Sw F 200 
million to the Italian railways by the Swiss railways have 
also reached an advanced stage; and it is reported that 
such a loan may be supplemented by a bank loan of 
Sw F 50 million or Sw F 100 million. 

These issues, together with the Sw F 100 million loan 
granted by a consortium of Swiss banks to the Institute 


INTERNATIONAL FINANCIAL News Survey, July 1, 1955 


for Medium-Term Credit (Mediocredito) in March 1954, 
the Sw F 50 million bond issue by Montecatini in Janu- 
ary 1955, and the Bank for International Settlements 
loan for Sw F 50 million to the Istituto Mobiliare 
Italiano in April 1955, total about Sw F 560-610 million 
(US$128-138 million). 

It is anticipated that the proceeds of the bond issues of 
the Istituto Mobiliare Italiano and “La Rinascente” will 
be made available in free Swiss francs, as was the case for 
the Montecatini issue and the BIS loan. The loan by the 
Swiss railways will probably be channeled through the 
Swiss and Italian EPU accounts and would be used to 
reduce both the Swiss surplus and the Italian deficit 
positions in EPU, as was the loan by the consortium of 
Swiss banks to Mediocredito (see this News Survey, 
Vol. VI, p. 297). 

Source: 24 Ore, Milan, Italy, June 12, 1955. 


Greek Wheat Price Support Policy 


The Greek Government has fixed the state-guaranteed 
price to farmers for the 1955 wheat crop at 4.00, 3.70, or 
3.50 drachmas per oka (1 oka = about 2.80 pounds), 
depending on the size of the producer’s holdings and the 
quantity of wheat offered for sale. In general, farmers 
will receive 70 per cent of the value of wheat upon 
delivery, the remaining 30 per cent being payable six 
months later. Producers with small or medium holdings 
are afforded greater protection in the form of a higher 
price and larger cash payment upon delivery of wheat. 

Last year the Government had fixed the guaranteed 
price for the 1954 crop at 3.40 drachmas per oka for 
wheat of basic quality, and payment was made, as a rule, 
in two installments, the first on delivery of the wheat 
and the second six months later (see this News Survey, 
Vol. VII, p. 29). The effect of government purchases of 
wheat on the money supply may be expected to be greater 
this year than in 1954 as a result not only of the higher 
guaranteed price of wheat but also of a larger wheat 
crop, expected to be some 15 per cent in excess of the 
1954 crop (officially estimated at about 1.2 million tons). 
To minimize this effect, the Government has decided to 
increase, to 50 per cent, the proportion of free market 
wheat used by flour mills, the increase to become effective 
July 4. It is reported that the percentage of free market 
wheat will be further increased, to 85 per cent, as of 
July 18; thus the proportion to be supplied from public 
stocks will then be reduced to 15 per cent. As a result 
of these measures, it is expected that wheat prices on the 
free market will be sustained at about the guaranteed 
price level and thus the need for official purchases will 
be decreased. All these measures, however, will raise the 
cost of bread, a basic item in the population’s diet. 


Sources: Naftemboriki, June 22, 1955, and Oikonomikos 
Tahidromos, June 23, 1955, Athens, Greece. 
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Further Relaxation of German Exchange Control System 
The Bank deutscher Lander has modified the German 


foreign exchange control regulations by widening the 
possibilities for investment in Western Germany of Liber- 
alized Capital Accounts. Hitherto, nonresidents had been 
able to use Liberalized Capital Accounts for the purchase 
of real estate and marketable securities, for the construc- 
tion of new, or the restoration of old, buildings on prop- 
erty of account holders, and for granting loans for a 
period of at least five years and with a maximum interest 
rate of 44% per cent. Under the modified regulations, it 
is permissible to set up enterprises and branches without 
a special foreign exchange permit, provided the invest- 
ment does not exceed DM 500,000 per calendar year. As 
a result of the new measure, the framework within which 
Liberalized Capital Accounts may be used by nonresidents 
for investment purchases is so wide that individual per- 
mits will be needed only in rare cases. 

Source: Handelsblatt, Diisseldorf, Germany, June 15, 

1955. 


Middle East 


Exchange Rates in Israel 


The improved supply position and the gradual slow- 
ing down of price and wage increases affected the black 
market exchange rates in Israel in 1954. In Tel Aviv’s 
unofficial market, the U.S. dollar rate dropped from 1£2.67 
at the beginning of the year to about 1£2.45 at the end. 
Blocked nonresident accounts, which are freely trans- 
ferable between nonresidents and may be used for certain 
types of payment, dropped during the same period from 
1£2.15 to 1£2.02 per U.S. dollar, and by May 1955 had 
moved to I£1.97. 

Source: Bank Leumi le-Israel B.M., Review of Economic 
Conditions in Israel, Tel Aviv, Israel, May 1955. 


Far East 


India’s Balance of Payments in 1954 


Preliminary compilations in an article on India’s bal- 
ance of payments in 1954, in the April 1955 Bulletin of 
the Reserve Bank of India, indicate that the balance on 
current account in 1954 showed a surplus of slightly less 
than Rs 40 million (US$8.4 million), compared with a 
surplus of Rs 590 million (US$123.9 million) in 1953. 
India’s foreign trade rose by 5.6 per cent, while world 
trade rose by 3.6 per cent. Trarsactions on capital ac- 
count showed a net investment of Rs 119 million in 1954, 
compared with a net investment of Rs 550 million in 
1953. 


Aggregate imports rose by Rs 494 million during the 
year, to Rs 6,245 million; the entire increase was on 
account of commercial imports, which rose by Rs 845 
million, to Rs 5,073 million. This was the result of an 
improvement in the foreign supply position and, inter- 
nally, to the rising tempo of development, the buoyancy 
in industrial production, and the Government’s liberal 
import policy in general. The downward trend in govern- 
ment imports, noticed in 1953, continued, these imports 
declining by Rs 352 million, to Rs 1,171 million, in 1954. 
Imports financed by foreign aid (under the Colombo Plan 
and the Indo-American Technical Cooperation Agree- 
ment) amounted to about Rs 50 million, against Rs 170 
million in 1953. If these are excluded, the fall in govern- 
ment imports was about Rs 227 million and was due 
entirely to lower food imports. A favorable feature in the 
increase in aggregate imports during the year was that 
the increase appeared to be the result of higher quantity; 
the volume index rose from 95 (1952-53= 100) in 
1953 to 98 in 1954. Prices, on the other hand, declined. 


Exports during 1954 showed a rise of Rs 128 million, 
to Rs 5,488 million, against a decline of Rs 1,130 million 
in 1953. In contrast to the position in respect of imports, 
the increase in export earnings during the year was the 
outcome of increases in both quantity and price, in a 
roughly equal measure (about 4 per cent as measured by 
the indices). The increased earnings seem to have been 
concentrated in three principal commodities, jute and 
cotton manufactures and tea, which accounted for a 
rise of Rs 120 million, Rs 80 million, and Rs 160 million, 
respectively, compared with the preceding year. Net in- 
visible receipts fell by Rs 184 million, to Rs 794 million, 
mainly owing to a decline of Rs 134 million, to Rs 50 
million, in official donations. 


Transactions with all areas except Pakistan contributed 
to the reduction in the over-all surplus in 1954. The 
surplus with the sterling area, excluding Pakistan, was 
reduced from Rs 580 million in 1953 to Rs 359 million 
in 1954. With Pakistan, a current account deficit of 


Rs 22 million in 1953 was converted to a surplus of 
Rs 47 million in 1954. The surplus of Rs 180 million with 
the dollar area was only slightly less than that in 1953. 
The deficit with the OEEC countries increased by Rs 196 
million, to Rs 738 million. The surplus with the rest of 
the non-sterling area was halved. 


Source: Embassy of India, /ndiagram, Washington, D.C., 
June 17, 1955. 


Indian National Plan Loan 


The Government of India announced on June 24 the 
issue of a new loan for Rs | billion (US$210 million), 
which will be financed through the issue of bonds to be 
known as “National Plan Bonds, second series, 34% per 





cent, 1965,” with interest at 342 per cent per annum, 
The bonds will be issued at 984% and 
will be redeemable on July 1, 1965. The new series will 
open for subscription on July 1, and will close as soon 
as the total subscription in cash and conversion amounts 
to Rs | billion (nominal), or in any case not later than 
the close of business on July 5. Securities of the 24 per 
cent loan, 1955, and of the 44 per cent loan, 1955-60, 
will be accepted at par in payment of subscription to the 
new series. (See also this News Survey, Vol. VII, pp. 5 
and 69.) 


subject to tax. 


Source: The Times of India, Bombay, India, June 25, 
1955. 


Statement of National Bank of Viet-Nam 


According to the Paris Agreement of December 29, 
1954, with respect to the transfer of jurisdiction and 
monetary institutions to Cambodia, Laos, and Viet-Nam, 
the interstate Institute of Note Issue, created in 1950, 
closed its accounts on December 31, 1954. It has been 
determined that the total assets or liabilities of the In- 
stitute amounted to 15,848 million piastres. They were 
distributed to the three States on January 1, 1955 as 
follows: Laos, 967 million piastres; Cambodia, 2,885 
million piastres; and Viet-Nam, 11,996 million piastres. 

The assets transferred to the National Bank of Viet- 
Nam include advances to the former Indochinese Treasury 
(8,331 million piastres), advances to the State of Viet- 
Nam (2,350 million piastres), franc exchange (1,045 
million piastres), and sterling exchange (8 million pias- 
tres). The liabilities incurred by the National Bank of 
Viet-Nam include the note issue (8,827 million piastres) 
and deposits (2,993 million piastres). 

Source: Banque Nationale du Viet-Nam, Bulletin Econo- 
mique, Saigon, Indochina, April 15, 1955. 


Japanese-U.S. Agreement on Agricultural Commodities 


Japan and the United States signed on May 31 an 
agreement under which the United States will supply to 
Japan surplus farm products valued at US$85 million and 
will make a grant of $15 million. The Japanese Govern- 
ment will deposit in a special U.S. Government account 
in the Bank of Japan the yen equivalent of the value of 
the surplus foodstuffs. The United States will extend 
70 per cent ($59.5 million) of this special account as a 
loan for economic development in Japan, and will use 


pases as the construction of housing facilities for military 
personnel and the purchase of goods and services for third 
countries. 

The commodities to be sold to Japan under the arrange- 
ment are $22.5 million worth of wheat, $3.5 million worth 
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of barley, $15 million worth of rice, $35 million worth 
of cotton, and $5 million worth of tobacco; an estimated 
$4 million is for freight charges. 

The $59.5 million loan wi.’ be repaid by Japan in 40 
years, with interest at 3 per cent. Payment will be made 
in semiannual installments, with the first payment of 
interest to be made on December 31, 1958, and the first 
payment of principal to be made on June 30, 1959. Al- 
though the agreement provides that both the principal 
and the interest will be repaid in U.S. dollars, Japan has 
the option of making repayments in yen, in which case 
the interest rate will be 4 per cent per annum. 

Sources: Nihon Keizai Shimbun, May 31, 1955, and 
The Nippon Times, June 1, 1955, Tokyo, Japan. 


Abolition of Inducement Certificate System in Indonesia 


By order of the Indonesian Monetary Council, the sys- 
tem of inducement certificates for the so-called weak 
exports has now been abolished. The aim of the system, 
introduced on October 12, 1953, was to provide some 
incentive for exporters of certain domestic products by 
authorizing them to receive inducement certificates, de- 
nominated in rupiah, for specified percentages of the 
total rupiah value of their exchange earnings from these 
exports. The certificates, valid for two months, could 
either be used by the exporters themselves or be sold to 
importers for the importation of certain specified goods, 
including certain luxury goods. Effective February 11, 
1955, small-holder rubber exports were excluded from the 
category of the exports earning these certificates. 
Source: A.N.P.-Aneta News Bulletin, New York, N. Y., 

June 7, 1955. 


Indonesia's Additional Export Duty on Rubber 


With effect from June 1, 1955, Indonesia has reduced 
the additional duty on rubber exports from 10 per cent 
to 5 per cent. When this duty was first imposed in 
February 1952, it was 25 per cent, but subsequently it 
was reduced to 15 per cent (June 1, 1952) and then to 
10 per cent (July 24, 1952). Also, for some time in 
1954 the duty was suspended. 

Source: A.N.P.-Aneta News Bulletin, New York, N. Y., 
June 1, 1955. 


United States and Canada 
New U.S. Export Credit Firm 


The American Overseas Finance Corporation (AOFC), 
a private credit agency that will provide medium-term 
loans for exporters of capital goods, will begin operations 
shortly. The Corporation will be owned by five large 
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banks which have fully subscribed a $10 million common 
stock issue. The banks are the Chase Manhattan Bank 
and the Chemical Corn Exchange Bank of New York, the 
First National Bank of Boston, the Mellon National Bank 
and Trust Company of Pittsburgh, and the National Bank 
of Detroit. Mr. John J. McCloy, of the Chase Manhattan 
Bank, is chairman of the Corporation. A preferred stock 
issue of $10 million to private institutional investors is 
planned. 

The facilities to be offered are intended to help U.S. 
traders meet competition from other exporting countries 
where similar credit is usually available through govern- 
ment channels. At the same time, it is believed that the 
new source of dollar financing should contribute to the 
economic development of importing countries, since 
AOFC will limit its financing largely to productive capital 
goods exports.” The éxporters most likely to benefit are 
the makers of agricultural, mining, electrical, and other 
machinery and machine tools, and the suppliers of com- 
munications equipment. 


When the foreign importer is an acceptable risk, AOFC 
will purchase from the exporter the importer’s obligation. 
The importer is required to make a payment of 20 per 
cent of the sales price; of the 80 per cent remaining to 
be financed, AOFC will pay the exporter up to 75 per cent 
and give him a participation certificate for the balance. 
Credit will be extended for terms varying from six months 
to five years, and interest rates, unlike the flat rates of 
the Export-Import Bank of Washington, will be deter- 
mined according to the country concerned and the com- 
mercial risk involved. A guarantee by the Export-Import 
Bank of a portion of the risk assumed by AOFC may be 
obtained under certain circumstances. 


It is reported that AOFC is likely to be a cautious 
lender, limiting its activities at first to large concerns, 
such as General Motors, Westinghouse, and International 
Harvester, with established foreign customers unlikely 
to default on payment. 


Sources: The Journal of Commerce, New York, N. Y., 
June 22, 1955; The Economist, London, Eng- 
land, June 25, 1955. 


U.S. Industrial Production 


For the first time since the onset of the 1953-54 re- 
cession, industrial production in the United States in May 
exceeded the’. previous tecord established in May and 
July 1953. At 138 per cent of the 1948-49 average, the 
seasonally adjusted index was two points above the April 
index and one point above the previous high. Most of the 
May increase was in durable goods output. Output of 
producers’ equipment and metals and building materials 
continued to rise; and, among consumer durables, a small 
decline in automobile production was more than offset by 


increased output of other items. Nondurable goods pro- 

duction rose somewhat during the month as a result of 

continued gains in the textile and apparel, chemical, 

and paper industries. 

Source: The Journal of Commerce, New York, N. Y., 
June 16, 1955. 


Output Controls on 1956 U.S. Wheat Crop 


In a referendum on June 25, U.S. wheat farmers voted 
to accept controls on next year’s output. Under the con- 
trol program, the Government will apportion 55 million 
acres among wheat producers, the same as the acreage 
allotted this year but about 30 million acres less than has 
been planted in peak postwar years. Marketing quotas, in 
general, will be the quantities of wheat grown on allotted 
acreage. In accepting the controls, wheat growers also 
accepted 1 price support level on the 1956 crop at 76 
per cent of parity, or a national average of $1.81 per 
bushel. This compares with 82.5 per cent of parity, or 
$2.06 per bushel, for the 1955 crop. 


Source: The Journal of Commerce, New York, N. Y.. 
June 27, 1955. 


Increase in Canadian Corporation Profits 


Canadian corporation profits before tax were Can$570 
million during the first quarter of 1955, an increase of 
Can$30 million, or 5,6 per cent, over the first quarter of 
1954. Profits after tax showed a greater proportionate 
increase, rising by Can$26 million, or 9.6 per cent, to 
Can$305 million. Taxation thus absorbed 46.4 per cent 
of profits in 1955, almost two percentage points less than 
in 1954, Profits before tax rose by 70 per cent in the 
extractive industries and by 20 per cent in the utilities 
and transportation group; smaller increases were re- 
corded in wholesale trade and finance. There were re- 


ductions, ‘however, ‘im manufacturing industry, services, 
and retail trade. 


Source: Dominion Bureau of Statistics, Quarterly Cor- 
poration Profits, First Quarter 1955, Ottawa, 
Canada. 


Decline in Canadian Farm Incomes 


Cash income received by Canadian farmers from the 
sale of produce in the first quarter of 1955 was Can$472 
million, nearly 7 per cent less than in the corresponding 
period of 1954. The decrease was due largely to smaller 
participation payments for wheat and lower returns from 
the sale of oats and hogs. 


Source: Dominion Bureau of Statistics, Daily Bulletin, 
Ottawa, Canada, June 22, 1955. 





Latin America 


Ecoomic Development in Venezuela 


The Venezuelan Government expects a budget surplus 
of $65 million in the present fiscal year, and a surplus 
of about $100 million in the next fiscal year. The Presi- 
dent has stated that the surpluses will be placed in a 
reserve fund to finance various development projects. 
These projects include blast furnaces and a steel mill with 
an initial capacity of 120,000 tons; the Caroni River 
hydroelectric works with an output of 150,000 kilowatts; 
power plants for Puerto Cabello, Puerto La Cruz, and 
Tachira, with a combined output of 140,000 kilowatts; 
and a $30 million petrochemical plant for the production 
of fertilizers. 


Source: The Journal of Commerce, New York, N. Y.. 


June 27, 1©55. 


Other Countries 


Australian Tea Imports 


Tea merchants in Australia are free now to resume 
private trading, subject to import licensing, and to make 
their own arrangements for supplies from tea producing 
countries. Government buying of tea and sale to local 
merchants were introduced during the war and were con- 
tinued later to control subsidy payments. 

Because of recent declines in the price of tea overseas, 
the retail price in Australia is expected to be reduced by 
ls.2¥od., to 6s8.2¥od., 


present supplies. However, the price may increase sub- 


as soon as the shops exhaust their 


stantially later if the Government withdraws its subsidy. 


Source: The Financial Times, London, England, June 20, 
1955. 


Reserve Ratios in New Zealand 


The Reserve Bank of New Zealand has announced that, 
as of June 2, trading banks will be required to maintain 
balances with the Reserve Bank equal to 16% per cent, 
instead of 15 per cent, of their demand liabilities; the 
reserve ratio for time liabilities, at 74 per cent, remains 
unaltered. 

The reserve ratios had last been changed on Febru- 
ary 28, 1955, when they were lowered from 25 per cent 
and 12% per cent to 15 per cent and 7!% per cent (see 
this News Survey, Vol. VII, p. 324). At that time, the 
measure was described as a technical and temporary 
adjustment to cover the period in which banks experience 
an exceptionally large drain on their cash resulting from 
the transfer of income tax payments. There was no 
question of any relaxation of credit policy. In fact, had 
jit not been for the deposits which, by arrangement with 
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the Reserve Bank, the Treasury lodged at the trading 
banks, a further temporary reduction in the reserve 
ratios would have been necessary during some part of 
the last three months. 


The trading banks will now have to transfer the amount 
still outstanding (£3.4 million) of these Treasury balances 
and, in view of the increased reserve ratios, it is antici- 
pated that the banks, as a whole, will be in debt to the 
Reserve Bank. It will probably be necessary to keep a 
restraining control on bank credit for several months, 
because of the continuing strength of the demand for 
bank overdrafts. 


Source: Reserve Bank of New Zealand, New Zealand 
News Review, Wellington, New Zealand, June 4, 
1955. 


Guaranteed Prices for New Zealand Meat 


The New Zealand Government and the meat producers 
have agreed on the establishment of a floor price scheme 
for meat exports. Floor prices for the first season begin- 
ning October 1 will be approximately 25 per cent below 
those paid in 1955. Deficiency payments will be made 
when prices fall below schedule. 


The price scheme will be administered by the meat 
producers’ board, but the levels of guaranteed prices and 
deficiency payments will be fixed by a committee of 
government and meat producers’ representatives. The 
funds in the hands of the meat producers’ board amount 
to £28 million, and it is recognized that distribution from 
these funds must be regulated by the effect on New 
Zealand’s sterling reserves. 


Source: The Times, London, England, June 18 ,1955. 


Fund Transactions 


The record of Fund transactions published in /nterna- 
tional Financial Statistics, July 1955, shows that in April 
Ethiopia repurchased from the Fund Ethiopian dollars 
equivalent to US$580,000. 
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